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Q: Please state yonr name, occupation, nnd place of business.

2 A: My name is Douglas Duncan Meredith. I am cmploycd by John Staurulakis, Inc. (JSI). JSI

is a teleconununications consulting hnn hesdqunrtered in Seabrook, Maryland. JSI

provides regulatory and finrutcial service consulting to more than two hundred Incumbent

Local Exchange Carriers (ILECs) tttroughout the United States. Additionally, JSI

provides consulting services for various competitive local exchange carriers (CLHCs)

providing local exchange scrviccs across thc nation.

10

12

13

15

16

17

At Jg1, I am the Director of pcononucs and Policy. I am respottsible for the assisting clients

with development of policy pet3aining to econotnics, pricing and regulatory affairs. I have

been employed at JSI sutce 1995. Prior to my work at JSI I was an independent research

economist in Washington D.C. In my employment at JSI, I assist clients in the development

of policy and have parlicipate&l in nmnerous proceedings for rural and non-rural telephone

companies. These activities utcludc developing policy related to the application of the ntral

safegunrds for qualifie&l local exchange carriers, the determination of eligible

teleconununications ca&Tiers, and the sustainability and application of utuvcrsal ac&vice

policy for telecommunications carriers.

18

19

20

21

As a fomtcr member of thc national Rural Policy Research Institute (RIJPRI)

telecommunications panel, I assisted in developing poticy recommendations for advancing

universal service tmd telecommunications capabilities in rural communities.

22
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Ctutently, I am a metnher oi'hc univrnsal setvicc commillee for Organization for Ihe

Promotion and A&lvancement of Small Telecommunications Companies (OPASTCO). Our

conunittee was responsible for the crealion ol' recently publisheti a white papel etttitled

Universal Service in Rural America: a Con rcssional Mandate at Risk. 1 have attached this

ivhite paper as Exhibit DDM-0 I.

10

1 have a Masters degree in economics from the University of tVIatyland - College Park. Anil

I have completed all coursework and comprehcttsive and fiel examinahons for my

Doctorate of Econonucs at the Uidversity ol'Maryland.

12 Q: Have you ever testified before this Commission in other procccdings?

I3 A: Yes, I have testified before tlus Commission.

Is Q: Ou whose behalf are you testifying iu this proceeding'!

l6 A: I am testifying on behalf of the South Carolina Telephone Coalition. As list of coalition

members is attached as Exhibit DDM-02.

18

l9

20

21

Each of the coalition members for whom 1 am testifying is a nual telephone company

according to the definition in Section 153(37) of the Communications Act of 1934, as

amended (Act) and is designated as an eligible telecommunications carrier (ETC).
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2 Q: WVhat is thc purpose of your testimony in this proceeding?

3 A: The purpose of my testimony is to respond to issues raised by the Direct Testimony of

Steve lL Mowery dated and filed in this proceeding on August 14, 2003. l also

5 rccommcnd ce&tain policics for the Commission to consider svhcn determining whether a

6 second ETC should be designated in areas served by rural telephone companies.

Please summarize your testimony.

9 A: I recommend that ALL'1'EL Cominunications, Inc.'s (ALLTEL's) application for ETC

10

12

designation for ils Commercial Mobile Radio Service (CMRS) operations in areas served

by rural telephone compiuiics in thc state of South Carolina be dcnicd unless and until a

niore complete public interest showing can be made that takes into account both the

public benchts and the public costs of granting ETC status to Al,I.TEl..

15

16

17

18

19

'i0

21

22

Thciic arc compelling reasons to deny the petition of ALLTEL to receive E'fC status in

study areas currently served by rural telephone carriers in South Carolina. iVIy testimony

reviews the requirements of ETC designation in rural areas and address how these

standards are being addrcsscd by regulators. Thc threshold question I address is whether

ALLTEL has sufficiently addressed the public interest standard required for ETC

designation in areas served by rural telephone companies in South Carolina. Based upon

iny review of the ALLTEL petition, ALLTEL's response to intcrrogato&ies, Mr.

Mowery's Direct Teslimony, an&i my review of related federal proceedings and
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proceedings in other states, I recommend specilic policies an(l principles I'r this

Commission to consider when determining whether it is in the public interest to designate

a second ETC in areas scrvcd by rural telephone companies,

Finally, in the evmtt that the Commission determines that the public interest is served by

designating ALI.'l'EI. as an FTC in areas served hy mral telephone companies in thc

state, my testimony addrcsscs ccrtnin policics for this Commission to consider adopting

regarding thc newly designated ETC.

11 Q: What is the requirement to receive KTC designation'!

i2 A; In Section 214 of the Act, Congress identified the minimum requirements a common

13 comer must mcct to bc designated an ETC. Thcsc minimum rcquircmcnts arc found in

14 Section 214(c)(l) ol'the Act:

15

16

17

18

19

20

21

22

23

24

offer lite services that are supporied hy Federal
universal service support mechanisms under section 254(c) of
this title, either using its own facilities or a combination of
its own facilities and resale of another carrier's services
(including the services offered by another eligible
telecommunications canier); an&i

arlvertise the availability ol'uch services and the
charges therefore ttricj using media of general distribution.

25 Q; What benefits do KTC-designated carriers receive?

26 A: An ETC-designaterl common carrier shall be eligible to receive federal universal service

27 support consistent with congressionally mandated universal scrvicc policies.
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2 Q: Did Congress define the process for ETC &lcsignationg

3 A: Yes. 'I'he designation process applicable to South Carolina is found in 81214(c)(2) of the

Act:

5

6

7

8

9

10

II
12

13

14

15

16

17

18

19

20

(2) Designation of eligible telecommunications carriers.

A State conunission shall upon its own motion or upon request designate a
common carrier that meets the requirements of paragraph (I) as an eligible
telecommunications carrier for a service area designated by the State
conmtission. Upon request and consistent with thc public intctcst,
convetuencc, and necessity, thc State conunission may, in the case of an
arcs set3ed by a rural telephone company, tutd shall, in thc case of all
other areas, designate more lhan one common carrier as an eligible
telecomntunications canier for a service area designated by the State
commission, so long as each additional requesting carrier meets the
requirements of paragraph (I). Before desi atin an additional eli ible
telecommunications carrier for an area served b a rural tele hone
com an the State commission shall find that the desi ation is in the
rbli it t.ta pa i sppqd)

21

22

24

25

26

In this paragraph, Congress prescribes two tracks for ETC designation: non-rural and

rural. My testimony addresses the rural designation process. For review, Congress

requires State conunissions to designate more than one common carrier as an FTC in

races served by non-rural telephone carriers. The process I'r areas served by non-nu'al

telephone carriers does not require that state commissions consider the public interest in

designating more than one HT(:. 2

The Act also addresses deaigoatiou of an PTC for uuscrved areas in 1)214(e)(3), aud ETC deaiguatiou
where oo state commission has jurisdiction t)214(e)(6). Neither circumstance applies in the current proceeding.
r Certaut uou-rural ILBCa argue that there is a public interest detenuiuatiou for uou-nual areas as tvelh I
will uot addrcra whether this iutcrprctatiou is couaiatcot tvith Congressional iuteut aiuce ruy teatimooy addresses
areas served by nuat telephone compauics.
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The process mntulaied by Congress for ursus served by rural telephone companies is

more involved. Congress requires that state commissions explicitly determine that the

designation of more than one ETC for tueas served by ntral telephone cmriers is in the

public interest.

7 Q: What policy did Congress advance when it crea(ed two tracks for FTC designation?

8 A: 1 believe it is important to observe that while sccking to promote competition in

9 telecommunications services natiomvide, Congress has determined that it may not be in

io

l2

13

Ihe public interest to have more than one EI'C designated in areas served by rural

canicrs. In order to designate a second ETC in ihese areas, Congress requires that an

explit;it dctcrmination be marie by state commissions that a second ETC designation is in

the public interest. (See ft214(e)(2) of the Act)

l4

l5 Q: lsu't providing universal service support for competition in the telecommunications

16 marketplace abvays in the public interest?

l7 A: No. The proposition that competition universally benefits all customers in all areas and

l9

20

21

22

thus all competitors should qualify for universal service support is not supported by

congressional action. To rein(cree this point, Congress passed several provisions in the

Tclcconumtnications Act of ! 996 that identifie thc nccd to temper and in some instances

1'orestall competition in areas served by rural carriers. (See $214(e)(2) and (e)(6), )251(f),

and II253(f)) These provisions werc enacted bccauso Congress knew that in certain
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10

instances the results of a competitive mnrkel could nm contrary to the public interest.

Onc reason why competition can be dcstt3tctive rather than beneficial is due to the

economic reality of large investments in plant and equipment for telecomnninications

service in sparsely populated areas. In these instances, the public interest has been best

served by creating the largest critical mass of customers for one carrier; thereby creating

ihe best economies ol'cale for rural areas. Pertaining io universal service support,

Congress clearly prescribed a mecln&nism whineby competitive carriers must mcct a

public interest test prior to receiving universal service support for their networks in areas

served by niral telephone companies.

12 Q: Does Mr. JVlowcry sponsor the proposition that competition is ahvays in tbe public

13 interesty

le A: Apparently yes. On pages 8-9 of his Direct Testimony, Mr, Mowery posits that (I)

15

16

17

ALL'I'EL provides a competitive option for ivireline service, that (2) competition is in the

public interest, mid thcrcforc ALLTEL satisfies the public interest requirement expressed

by Congress.

19

20

21

ALLTEI.'s application is based cntircly on vague gcncralities regarding thc gcncric

benefiis of competition. There is no evidence thai ALLTEL would serve tniy new areas

beyond those that it currently serves, nor thai AI,I.TEL wonld broaden its service
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offerings or reduce its prices if it &vere granted ETC status. There is aLso no imlication3

that approval of ETC status ('r ALLTFL &vould increase thc level of competition in the

marketplace or hasten the delivery ol'advanced services.

10

12

Finally, there is no discussion in AI.I.TEL's application of the public costs that woul&1 be

incurred by providing high-cost support to AI.I.TEL for its existing CMOBS customer base

in South Carolina. Many comments tiled in response to thc Federal-State Joint Board on

Universal Service Portability Proceeding," explained that a meaningful public interest

analysis must address both thc benefits and costs of designating an additional ETC in a

rural sorvicc arc;1, and that such 4 designation should occur only when the public benefits

from supporting multiple providers exceed the public costs created hy supporling

multiple net&vorks.

14

is Q: In addressing ALLTEL's first claim (that ALLTEL provides a conipctitive option

16

17

18

for ivireline service), does ALLTEL's Coniinercial Mobile Radio Service provide a

competitive option for wireline service in areas served by rural telephone

companies7

ln its petition, ALLT11L describes a univeisal service offcruig for Lifeline customers but provides no
details about universal service offerings for other end-user customers. Effort to determine the exact universal
service offering proposed by ALLTFL tluougb interrogatory responses indicate ALI.TEL seeks ETC designation for
all CMRS end-user customets with billing addresses in South Carolina, irrespective of whether these customers pay
on a pay-as-you-go at $0.35 or $ 0.50 pcr nunutc (prc-paid phone service) or over $ 295.00 pcr month (total ticcdom
phouc service).

Federal-State Joint Bonrrt orr Urriversal Service Seeks Coo&nreru on Cerrcirr of rhe Cormnission's Ihries
I&clan'ng ro Bigir-Cost Universn( Servire Support and the I."I&C Desigunriorr proces&, CC Docket No. 96-45, public
Nonce, la FCC Rcd 1941 (2003).
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2 A: Experience suggests that CMRS is not a subslilute for wireline service. Rather, CMRS is

10

12

13

s complimentary service to vviretine. The end-user customers do not generally substitute

their ILEC phones for CMRS phones. Rather customers subscribe to CMRS service for

tnobility and for larger toll-free calling scope than they have currently with wireline

service. For instance, customers who make large amounts of toll calls are attracted to the

larger calling scope ol CMRS service. Experience with this service shotvs that aside

lrom the mobility component, CMRS service serves as a toll discount service. End-user

custotncrs retain their original ILEC service bccausc there arc inherent advantages of

tvireline service. For instance, systetn reliability an&1 data transmission rates are far

superior on wireline service.'or these and other reasons, end-user customers will likely

subscribe to the CMRS service as a complimentary service to their existing wireline

service.

15

17

During the August 2003 blackout in the northeast, many CMRS networks failed. As reported by
Telecommuuications Daily on August 25, 2003, Sen. Charles E. Schumcr (D., N.Y.) released a statement that
"blasted wireless carriers for what be caUed their poor pcrformauce during the power blackouts that hit New York ut
mid-August, saying that thc I'ailurc of wirclcss phones now appcarcd far worse Urau previously thought." llc stated
that "I.ast wcck's blackout was a cell phone disaster." Tbe Scoator states that "Cell phone service got worse, not
better, as the blackout continued, when thousands of cell phone towers and transmitters lost power because their
battery backups only lasted Imm nvo to six hours." "Cell phone companies didn't have enough generators to
recharge thc batteries anti found that recharging tvas an hours-long process I'or each of Ihe Utousands of cell phone
transmitters in New York."
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2 Q: ALLTEI. claims it &vill bring competitive benefits to nreas where they seek ETC

3 designation, Do you agree'?

4 A: No. Upon review of Mr. Mowray's Direct Testimony, ALL1'EL claims its is ready to

5 bring tile benefits of competition to consumers in South Carolina through benefits of

6 consumer pricing, belier service quality, and iimnediate service availability; however, the

only tangible benefit thai their service will bring to the market is the ability to provide a

8 toll discount plan by offering a larger local calling scope. I submit that supporting a toll

9 discount plan with universal service funds is not what federal universal service was

lo intcndcd lor nor is it in the public interest.

12 9: Will designating ALL1'L&'L an K'I'C in areas serverl by rural carriers promote

13 cornpetttiott for universal scrvicesg

lrl A: No. I believe thai ETC designation ft&r ALLTI.L ivill only promote arbitrage of federal

universal service support, Upon receiving ETC designation, ALLTEL will have an

l6 incentive to seek out the highest per-line federal support study area and subscribe as

17 many customers as it can to its service. In certain study areas in South Carolina, the

18 federal universal servico support funds such thai on a pcr linc basis ALLTEL could give

l9 iheir service to their existing customers for free using universal seivice support funds as

20 its sole source of revenue. (See Exhibit DDM-03) This practice is not in the public

A specific example froru the Exhibit shows that ALLTEL's lowest priced "local freedom" service is $29.95
per month (pre-paid service, which ALI.TFL includes as one of its supported services, is also available at either
$0.50 or $0.35 per minute). A projection of per line monthly federal support f'or certain study areas in South
Carolina exceeds this amouot.
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ititeresl;uid can bc prevented by (lcnyiiig its request for ETC designation in Soutl)

Carolina.

5 Q; Tnrning now to ALLTLcL's second claim (that cornpetltion ls in the public interest),

do you agree with Mr. Mowery that competition per se satlslles the public interest

7 stnmlnrd'&

g A: No. The reasoning prcscnted hy Mr. Mowery is not what was envisioned by Congress.

10

12

13

14

15

16

ln advancing the proposition that coinpetition is always in the public interest, Mr.

Mowcry creates an inconsistent view ol Congressional policy. Spcciiically, if Congress

believed that the introduction of competition was in the public interest in rural areas, then

Congress would not have included the public interest requirement in the statute at all.

Instead, Congress would simply have omitted the public interest requirement and any

competitor could become an ETC. Congress could have easily accomplished this

because this is the policy for areas served by non-twat carriers. Instead, Congress placed

an adtlitional requiremeni on the designation of an additional ETC in areas served by

17

7 The United States Congress, 7hleconunmn'canons xtci of 7996: Conference Ileporg I-3I-96 Joint
Explanatory Statement of the Committee of Conference provides thc following explanation of its intent for the ETC
designation procesn "Upon ita own motion or upon request, a State commission is required under new section
214(e)(2) to designate a common carrier that meets thc requirements of neiv sectioo 214(e)(1) as an eligible
telecominunicationa carrier. If more than one common carrier that iuecis tlie rcquircments of new section 214(e)(l)
requests designation as an eligible teleconununicatioos carrier in a particular area, the Stnte comndssion shall, in the
canc of areas uot served by n nual tclcphonc company, designate all such carriers as eligible. If the arcs for which a
second carrier requests designation ns an eligible telecommunications carrier is served by a rural tclephonc
company, then ihc State conunisaion may only dcsignatc an additioual camcr as an cligiblc telecommunications
carrier if thc Stnte commission first detcrmincs that such additional designation is iu thc public intcrcst."
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rural telephone companies. The public interest requirement is not met by the presence of

s competitor competing in rural areas.

5 Q: Are you asvare of the VCC deteiuninations referenced by Mr. Mowesy that suggest

ic

12

13

15

that tbe lrCC believes that the mere existence of a competitor in a rural area

satisfies tbe public intcrestg

Ycs. I um aware (hat the I'CC htis made determinations in thc past along lhe lines

suggeste&l by Mr. Mowery. However, Mr. Mowery does not mention that the FCC

directed the Joint-Board on Universal Service to open a proceeding to address whether its

past dctcnninations werc consistent with thc policies adopted by Congress. hi the

Portability Proceeding the Joint 13oard is addressing, among other things, whether it

should adopt federal standards for the designation of ETCs for areas served by rural

telephone companies and what public interest standard should be used by state

commissions in their detemiinations. s

17

18

19

20

21

Regardless of how the FCC or other state commissions have acted in the past, this

i".ommission has a duty to apply the federal statute that is consistent with the policies

envisioned by Congress. ALLTEL's intcrprctation of this statute creates an

impemiissible inconsistency because under its interpretation, the public interest standard

is ~alwa s satisfied. 1 believe that ALLTEL's interpretation of the policy advanced by

See footnote 4.
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Congress fails lo uhlretns lhe requirement thol regulators apply some limiting start(iat'tl,

rationally related to the goals of the Act in addressing the public interest.

5 Q: Does ALLTEL propose to iutroduce uew competition into South Carolina?

6 A: From the wcbsite maps of ALLTEL (Exhibit DDM-04), ALLTEL is already providing

7 service coverage throughout the state. I'rom ALI.THI.'s response to interrogatories

8 number 1-2, there arc only isolated cases where AI.LTEI, does not provide service

9 throughout the state. From tlus evidence, it appears that ALLTEL is already competing

10 in rural study areas throughout South Carolina — not to mention other CMRS providers

ll also competing throughout lhe state. lienee, any benefits to consumers that Mr. Mowery

12 claims as part of FTC designation are already evident in the marketplace.

13

14 Q: Is it in the public interest to provide universal service support for a carrier that is

15

16

already in the ntarf&etplace and bas not accepted South Carolina carrier of last

resort obligations'

17 A: No. ALLTEL is a for-profit ftt7n, ALLTEL's past actions suggest that it adopted a

?0

21

22

business and deployment plan in South Carolina thai did not envision receipt of universal

service support funds. I cannot currently imagine a scenario where it would be in the

public interest to provide universal service support funds for a carrier that has voluntarily

entered thc marketplace and later seeks universal service support for existing operations

without accepting South Carolina carrier of last resot1 (COLR) obligations.
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2 Q: Wttnt is the public iutercst stnnttant that you rcconmicnd to this Commission?

3 A; l recommen&l that this Commission use at minimum the recommend;ttions l helped create

that are in the OPASTCO white paper. Specifically, thc Commission should extuninc

whether the benefit of providing universal service support to ALLTEL exceeds the costs

0 f stroll s tippet t.

There are several mlditional policies that the Commission should adopt to standardize

minimum qualifications to potential and existing ETCs in rural service areas:

12

13

(I) the crazier nuist demonstrate its ability and willingness to provide all of thc

services supported by the federal universal service support throughout the entire

rural telephone company service arcs.

14

15

17

(2) in fulfilling the requirement to advertise its services and rates, an ETC nnist

emphasize its universal service obligation to offer service to all consumers in thc

service area.

Ig

19

20

(3) thc carrier uiust have formal arrangements in place with the ILEC or other

carrier to serve customers where they have yet to build facilities.

21

22
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(4) lhe carrier &nusl have a spa&.itic plan l'r building out its network, if necessary,

once it receives ETC designation and musl make demonstrative continuous

progress toward achieving its build-out plant in order to retain ETC dcsig&ratioru

(5) thc PTC nn&st offer a service offering accepted by thc Commission that

satislies comparability and alfordability,

(6) a carrier must demonstrate that it is financially stable.

10

12

(7) the carrier must adhere to the service quality standards, reporting requircmcnts

and customer billing requirements established by the Commission and thai are at

parity for I LL'Cs.

15

16

17

(8) the Commission should determine that each rural area nrarket has thc

characteristics required to develop benehcial competition for universal services.

This analysis should be conducted using all demographic and economic

infomration available to thc Commission.

19

20

21

22

I believe it is important that lhe Commission recognize the de facto canier of last resort

(COLR) obligations of ILECs. Inasmuch as these COLR obligations are in addition to

lhe minimum federal qualifications for ETC, I recommend in item (7) that this
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Commission ncknowiedgc that these duties are beyond minimum federai ETC

rcqui)rcments and when other public interest considerations arc satisfied, consideration

shoukl be given to ensure that ail ETCs carry the stm)e COLR duties within the areas Ihey

serve.

7 Q. Wby is it importnut tbnt the Commission cnrcfully cousider public interest issues

8 before desiguating an additional ETC in a rural service area?

A. If requests for designations as an ETC in nu'al areas are granted too liberally, the ETC

10 support payments tu)d overall size of the universal service support will increase at a rate

that will nol he suslainabie. All consumers of tclccomnutnications services ultimately

12 fund universal service suppo(t and there is a limit to how much they reasonably can and

13 should be expected to pay.' urthennore, to ensure that rural services are comparable to

14 those in urban areas and are offered at comparable rates, inveshnent in rural infrastructure

The H:C hes expressed concern over the sus(at«ability of the present support levels end contribution
method in its ()ontribufion Methodology Ortler. See Fetleral-State Juiut Baord on Universal Service, 1998 Biemrial
llegulatory Revie)v — Streottttttted Cuutrib«tor Reportiug Reg«ireateutz Associated )vilh Atlraiuietratiou of
Teleco««tumicatious Relay Service, IVorttt ttt«ericttn Nuruberiug platt, Local Ntmd)er purtability, aad Uiriversal
Service Support tÃectut«tettta Tel«co«or«uric«(i«as Scrvicse for Individuals )vith IIearing uttd Spceclt Disabilities,
aud the rbuericarts witlt Disabilities Act of I990, Adutttuztration of tlte North Atrtericau Nttrttberbrg Plan and Not th
Atttr ncaa Nruuberiug Pluu Cosl Recovery Coutribrttiou Factor a«d Fund Size, No«ther Rctource Optimizao'ou,
Telepltoue Number Portability, 'I)orth-irogifliug aud Billing Font)at, CC Docket Nos. 96-45, 98-171, 90-571, 92-
237, 99-200, 95-116, 98-170, Report en&i Order sod Second ltur(her Notice of Proposed Rulemaking, 17 I'CC Rcd
24952 (2002).

In tltc event that ALLTEL bccotncs an ETC iu South Carolina eod thcreefier becomes eligible for Sou(h
Ctaoliua )uuvcrsst service supper( fiu)ding, the consumers of South Caroliua directly and exclusively beer the
finsnciet burden of a secood ETC ic e rural arcs drawing from the Sou(b Caroline Fuud. In e sittuler ETC request in
tbc state of Vtsh, thc Public Service Commission denied the designation petition of Western Wireless because of
public interest couccros over affordability of the state fund. This decision wes upheld by the Vteb Supreme Court.
See IVIVC Holding Co., Iuc, Petitioner, v. Public Service Couuuieziou of Utah, Stepltcn F. Idechattt, Clark D. Jones
acti Courtaure B. IVItite, Com«titsin«ers of tire Pulrlic Service Commr'ssiott uf Utalt, Retpoodeutc. IN THE
SUPREME CO( IR'f OF 'I'HI S'I'ATII OI ti'I'AH, No. 20000835, Filed March 5, 2002.
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needs to he cttcouragcd,;tttd universal service funding must be robust enough for Ihis to

occur. Otherwise, investmenl in the tmrat infrastruchue will decrease along with the

quality of service while rates paid by consumers will increase -- both outcomes arc

contrary lo the purpose of the Act, Thus, this Commission should treat the tuiiversal

service fund like a scarce resource, granting ETC status in niral areas only when the

public interest is clearly benefited from an additional ETC in a rural area.

If the Commission grants ALLTEL's application for South Cm'olina it will only serve to

encourage additional CMRS providers, including other large national carriers, Io apply as

well. This is because once one ()MRS provider obtains ETC status in a rural area, the

other CMRS providers in the area will be compelled to seek ETC designation as well in

order to remain compctitivc with each other.

Such a large-scale increase in ETC designation requests will surely hasten the rapid

escalation ol'he size of the tederal support as predicted by OPASTCO and other

parties.n In Exhibit DDM-01, OPASTCO estimated that if all ClvfRS providem

natiornvide wwc lo apply for and receive ETC status, Ihe annual funding level ol'the high

cost support program would increase by approximately $2 billion. An increase of $2
it

See, OPAS'I'CO Conunents in CC Docket No. 96-45 (filed May 5, 2003), pages 10-11, Natiooal
Association of State Utility Conaunier Advocates (NASUCA) Comments in CC Docket No. 96-45 (filed May 5,
2003), page 3.

Exhibit DDlvl-01, Universal Service in Rural America: A Con reaaiorral Mundatc at Risk Stuart Polikoff,
OPASTCO, January 2003, page 21.
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billion on top of Ihe current $3.4 billion for the entire federal support high-cost program

would seriously compromise the continued ability of the federal support program Io

ensure the provision of affordable and Mi'easonably comparable" services and rates to

consumers in the most remote regions of the

nation.'dditionally,

a recent state example highlights another reason for this Commission to

carefully review the ALLTHL petition. On July 22, 2003 the State Corporation

Commission of the State of Kansas (Kansas Commission) staff filed a motion to reopen a

2002 FTC docket and determine whether FTC designation of Westeni Wireless (thc

petitioning CMRS carrier) should bc revoked.'hc Kansas Cominission Staff contends

that Western Wireless is taking an unlawful position, is receiving unauthorized federal

universal service support, and that Western Wirclcss was "never given earls blanclie

authority by the Commission to self-determine which of its services were universal

so&vice offerings."'n order to avoid possible future misunderstandings, the

Commission should carefully review the ALLTSL petition in this proceeding and

examine Ihe public policy and financial ramifications ofALLTE¹L's petition.

projected 4Q:2003 support for sll carriers is $3.4 billion. projected 4Q:2003 support for CMRS provi&te&s
smouuis to $243 miUiou. (See Hxhibli DDM-05)

lff die l¹la&&er of GCC License Corporation's Peiiiioo for Desigaaiion as &¹n Eligible Telecofffffffff&icalians
C VJM fC»u»i i D i& k k D~ke ~ Cf if D ¹ f1 i »u¹ i D '¹TCD &l
of W~e&ern Wirclyss Should be Revoked State Corpore&ion Commission of the Slate of Ksusus, Docket No. 99-
GCCZ-I5608TC, July 22, 2003

J&L, ps&ag&uph 12.
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2 Q: Arc universal service issues noiv being considered by the lrCC2

3 A: Yes. I metitione&l previously that the Federal-State Joint Board on Universal Service is

10

currently reviewing numerous competitive universal service issues, including the process

for desigtiating ETCs and the m thodology for calculating support in competitive study

areas in thc Portability Proceeding. Comments and reply conunents have been filed in

this proceeding, and the Joint Board conducted a hearing on these issues on July 31,

2003. It is quite possible that, as a result of this proceeding, there will be significant

changes in the way in which competitive ETCs are designated, and in the level of support

that they receive.

12

13

14

16

17

18

19

Over the last several years, the FCC hss been very active in restructuring basic

components of thc tclcconununications industry. The FCC adopted a cost model

methodology for non rural I,FCs in 1999. In addition, the FCC approved the CALLS

plan I'or price cap LECs which at full implementation increases the maximum End-User

Coinmon Line (BVCL or Subscriber Line Charge (SLC)) charge to g&J.20 per line per

tnonth, lowers interstate access lo a composite rate of approximately one cent per minute

and crcatcs an additional federal universal service suppoit mechanism (Interstate Access

Support).'0

iu the Mnrrer vf Access Charge JI%rrrr, CC Docket No. 96-262, Sixth Report aud Order, 15 FCC Rcd
12962 (2000)
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The FCC also issued orders impacting ntral ILFCs. The Multi-Association (i&cup

(MAO) Order mirrored thc EUCL rules of (he price cap companies, moved large amounts

of support out of traffic sensitive rates to common line rate elements and then, as &vith the

price cap LFCs, eliminated per nlinute conunon line access rates., 17

It is important to note that all actions, when viehved from a broad perspec(ive,

consisien(ly move to eliminate implicit support included in federal access rates and

appear to be heading Ioward the elimination of usage sensitive interstate access rates.

Taken as a whole, thc actions all increase thc necessity of federal universal service

funding.

In addition to actions by thc FCC, federal courts have also been active in interpreting

fcdm al s(a(utes and FCC actions, Onc recent court action that the Commission should be

especially mindlul of is Qwest C'orp. v, FCC.'n this opinion the cour( reversed and

remanded the FCC's Ninth Rcport S& Order on Universal Service.'he court held that

the FCC had failed to provide an adequate showing that its federal universal service

In tire Matter of Mutn&Assactattott Group (MAG) Plea for Itegufatt'an of Interstate Seivices ofNett-Price
Cap Iitcuatbeat Local Excitattge Carriers aad Iaterercbaagc Carriers, CC Dockc& No. 00-256, Second Rcport aud
Order aud Further Notice of Proposed Ruiemakiug, 16 FCC Rcd 19613 (2001)

(brest Corp. vs. IvCC, Uru(cd Starch Court of Appeals, Teu&h Circuit, 258 F.3d 1191 (2001).

Ia tbc Matter of Pe&leis&I-Siaie Jairtt Scant on Universal Smvice, Ninth Rcport & Order aad Eighteenth
Order ou Reconsideration, Pedera(Couuuuuicatious Commission, 14 FCC Rcd 20432, FCC 99-306, CC 13ocket No.
96-45 (1999).
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10

support mechanism 1'r non-rural LECs wss suflicient, as required by the Act. According

to thc court, the I CC acknowledged that its federal mechtutism would result in

reasonably cotttparable rales only if the states implement their own ttnivcrsal service

policies, yet di&l nothing to induce such state mechanisms. In remanding the matter back

to the FCC, the court specifically required the FCC io create inducement for the states to

support universal service. The court went on to suggest that "for example, the FCC

&night condition a state's receipt of federal funds upon the development of an adequate

state linn&I." 'I'he court stated that federal law "plainly contemplates a partnership

between federal and state goverttments to support universal service."

12 Q: lf ail CIVIRS provi&lers became 1&yfCs in South Cnroliun, what tvould be thc impact

13 ou the FUSF?

IS A: Based on the FCC's most recent Scope of Competition Report, there are approximately

16

17

18

20

21

22

2,371,669 landline access lines in South Carolina. By comparison, there are 1,781,083

tvireless access lines in South Carolina. (See Exhibit DDM-06) According to the most

recent quaintly report to the FCC subntittcd by the universal service administrator, South

Carolina receives approximately $86 nullion annually in federal supporb (See Exhibit

DDM-07) 1 have culculateri that if all CMRS provi&lers became E'fCs in South Carolina,

the federal support would incrcasc to approximately $ 150 million, approximately 175

percent of its cmrcnt size. Bccausc all providers of intcrstatc telecommunications

services contribute to the fund, those providers would flow through such increases to

23
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their end users, who ultimately are rcquircd to finance thc fe&lcral support through

surcharges on their bills.

8 Q; Shonld this Commission cousider the overall impact on the federal support in

6 granting additional ETC designation «ipplications?

7 A: Ycs. In my opinion, thc state commissions have a primary responsibility oi'ensuring that

8 the distribution of both federal and slate fumls lnily provides henetits to the public at

9 large. Tluough thc distribution of federal support, the Commission should expect the

10 recipient to meet specific service quality and customer service commitments at reduced

ll rates to all customers throughout any provider's service area.

12

13 11ie Commission's actions in this proceeding will have a considerable impact on thc

14 overall impact of the federal universal service support. There is a longstanding line of

15 economic literature that explores the concept of extemalities. In this literature,

16 economists explore the affect of small incremental actions by individuals on social

17 outcomes. One ol the more famous examples of this literature is called the "Tragedy of

18 thc Covinous." In tins tragedy an undesirable outcome arises bccausc individual,, 20

19 villagers graze their cows on a common Iield. Because the villagers do not consider their

20 impact on lhe society as a whole, each villager alloivs his cows to over-graxe the common

21 field nnd under-graze his private property. Another example of this principle is found in

G. 11srdui, "Tbc Tragedy nf thc Communs," Science, 1968, pp. 1243-47.
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s Ncw York 'I'iines report stating that "ovcrfishing has decimated thc stocks of cod,

hadtlock and llounder that have sustained New Englanders f'r centnries." The

overfishing example highlights the problem of the tragedy of thc commons: "Erich

fisherman has a n gligihle impact on the total stock of fish, but the accumulated efforts of

thousands of fishermen results in serious depletion."

10

This Commission's action in this proceeding will have an accumulated affect on the

fetleral universal service funrl, us well as a direct affect on the South Carolina universal

service fund when additional bfCs are alloaved to receive South Carolina universal

service flllltls.

12

13 Q: Is the Commission prohibited from adding additional ot&ligations to ETC

14 ilesignated carriersg

15 A: No. initially, the ECC mled that "a state conunission may not impose additional

16

17

eligibility requirements on a carrier seeking universal service support in non-rural service

ai'eas.

18

19

'Ttcaty of Pish In the Sea? Not Ariytnore," Ncrv York Times, March 23, 1992, page A-IS.

Iotcnncdiatc Microccooomica, A Modern Approach, Third Edition, Hat R. Variao, 1993, page 562.

Tares rJfbce of public tgdliry Counsel; Ce/page, Jnc., periaaners, e( al., v. Ferteral Canrrnunicaoane
Carnraireion arrrl Vnirert Starer af America, Rerponrtenre, U.S. Court ot'Appeals, Pinh Circuit, July 30, 1999, No.
97-60421.
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In july l999, the U.S. Court of Appeals, Filth Circuit overtunied the FCC rules that

restrict state commissions to thc minimum rcquircmcnts for ETC &Icsignation of common

carriers. In this decision thc court said that:

5

6

7

8

9

10

I!

12

13

14

"The FCC e&Ted in prohibiting the states fiom imposing additional eligibility
requirements on carriers otherwise eligible to receive federal universal service
support, The plain language of the statute speaks to the question of how inany
carriers a state commission may designate, but nothing in the subsection prohibits
thc states fiom imposing their own eligibility itcquircmcnls. This reading makes
scnsc in light of lhc stalcs'istorical role in ensuring service quality standards for
local service. Therefore, we reverse that portion of the Order prohibiting the states
fiom imposing any additional requirements when designating carriers as eligible
for federal universal scrvicc support."

15

16

17

A recent decision in the state of Vermont for a CMRS provider se«king ETC desigttation

in non-niral areas of Vemiont, concisely reviews the authority state commissions have to

impose additional requirements on ETC designees. The Vermont Public Service Board

correctly detcrmincd that the nearly automatic certifications in other states and at the

FCC arc not controlling in Vermont, and lha( thc Ye&mont Board has the duty io apply

20

21

22

23

the statute correctly. Regarding additional requirements, the Vermont for instanc«

requires that a C&VIRS provider offer price discounts I'r the hearing impaired, establish a

basic rate for purposes ol'isconnection policies, adhere to the Vermont Board's

consiuner deposit policy. Thcsc additional regulations on a CMRS provider are

noteworthy because they touch on but do not violate the rate and entry regulation

25 prohibitions found in the Acl. Tlie Vermont Board concludes its actions are fully

consistent with the regulation of additional terms and conditions afforded state

M.
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conuuissions by the Act. In addition lo price related regulations, the Vemiont Public

Botnd imposed additional conditions on the ETC including going-forward coverage

reqniretnents and the periodic liling of financial infomiation for state commission

75
review.

7 Q: 3Vhat general public policy objcctivcs do you recommend that this Commission

8 consider2

9 A: Consistent with the purposes of the Act, public policy should favor the development of

10

12

13

15

17

constnictive telecommunications competition in South Carolina. Competition that best

serves consumers of telecommunications services is competition that is based on sound

policy that is technology neutral and carrier neutral. That means that tio carrier should

have a regulatory treatment that differs in scope and intensity as compared with other

similarly situated carriers. A sound competitive policy requires that all competitors are on

a level playing field, especially when the carriers are designated as ETCs. I'ailure to have

equivalent obligations distorts competition by giving thc benefiting carrier an unequal

it(lvatlt'igc.

18

20

21

I cmpliasize that it is ncccssary to place equivalen( regulatory obligations required of

ILECs on ALLTEL ui conjunction with its pursuit of ETC designation in South Carolina.

In the current proceedings, imposing equal regulatory obligations on all carriers

27
ln re& Designation ofFligil&le Igleco&mnunicarions Carriers Under the felecon&ntttnicntions Act of l 996 (In

re: ltCC &it!antic, inc. d&I&ln U&&teel), STATE OF VERMONT PIJBI.IC SERVICE SOARD, Docket No, 5918
(2003).
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dcsigtultcd ns FTCs in areas sc13ycd by rural ILFCs is fully consistent svith the

Congressional mamlates and FCC policies as interpreted by the U.S. Court of Appeals.

As discussed by the FCC in a decision last summer regarding the Western Wireless

univorsal sen ice ol'I'ering in Kansas, the FCC twice anirmed (hc powers retained by state

commissions:

8

9

10

II
12

13

14

15

16

17

Pursuant to section 332(c)(3), slate or local govennnents may not, with
very limited exceptions, regulate the entry of or the rates charged by
CMRg p id . gott . h ~tt tt t td
conditions of Ch(RS, such as customer billing practices turd consumer
prolection requirements. States ma also im ose on CMRS sroviders

irtdt i "i. i .ith gh h hi t. y
not constitute rate or entry reguhtion. In addition, a CMRS provider may
not be required to provide equal access to common carriers for Ihc
provision of telephone toll services. (Rmphasis supplied)

18

I tJ

20

21

22

23

24

25

26

Pursuant lo section 332(c)(3)(A) [of Ihe Act], states may not regulate the
entry or rates of CMRS providers. Thus states are prohibited front
requiring CMRS providcrs to obtain a certificate of public convenience
and ncccssity or regulating CMRS rates. In addition, states;u.e precluded
from requiring CMRS providers lo provide equal access to common
carriers for the provision of telephone toll services. States ma however

ht th t, d dirt iCMRS. ig ph i ppii di

ld lii rite twaner ofPetirion of the Stare independent Alliance nnd ihe lwlepewlent Telecornntuntcarions Group
for a Declaraioiy Ruling that rhe Basic Universal Seivice Offering Provided by Ipestern Ityiretrurs in Kansas is
Subject ta Regulation as Local I'xchairge Service, WT Docket No. 00-239, tvtcmorandum Opinion and Order, PCC
02-164, g 6, footnotes omitted (rcl. August 2, 2002). Sec also Cuimeericut Department of Public Utility Control v.
PCC, 78 P.3d 842 (Zd Cir. I996).
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Under Section 253(b) of lhe Act, lhc Commission is permitted ability to impose "on a

competitively neutral basis" ETC obligations, with the limited exception of the

precmpted rate regulation, entiy regulation, and equal access requirement for CMRS

providers provided under Section 332 of the Act. In regard to the universal service

obligations, the FCC has defined competitive neutrality as requiring "that universal

service suppott mechanisms and rules neither unfairly advantage nor disadvantage one

provider over another, and neither unfairly favor nor disfavor one technology over

another."

10

1 i Q: Does the FCC require YTCs to provide unlimited lucal usage as a "core" service for

12 L&TC &lesignatiou?

13 A: No. Ilowcver, the I&CC rcccntly addrcsscd unlimited local usage and clearly permits

14

15

16

17

18

states to impose this requirement on all ETCs in a competitively neutral manner. The

staled reason the FCC did not add unlimited local usage to the list of "core" services was

because the FCC believed that such a requireinent would preclude states from

experimentin with local metered service offerings. Nevertheless, as stated by the FCC

in this decision regarding "core" uruversal services, "states are in a better position to

determine whether unlimited local usage offerings are beneficial in particular

20

Ferterat-State Joint Baarrl rtn Universal Service, CC Docket No. 96-45, Rcport and Order, FCC 97-157, at
5i 47, (rct. May 8, 1997).
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circumstances."'hile ALL'I'EL may argue tlutt it has no obligation to provide

unlimited local usage, thc Conunission clearl has thc authorit to im osc an unlimited

ALt.THt. i it HTC CMtLH 'i'
H, P ii d it

does so on a competitively neutral basis for all ETCs.

7 Q: Does every ETC provide a tint rate unlimited local usage retttit service throughout

9 A:

10

its desiguated ETC service area?

Yes. In addition to flat rated unlimitetl local usage provided by all FTCs, this

Commission has expanded unlimited local usage areas by mandating the tueation of

unlimiled local usage are;is for carriers tvith neighboring lolcphonc companies.

12

13 Q: Does this end your pre-filed Direct Testimony'

A: Yes.

iv lrerlernl-Srnle Join& Bnnrrl nriVniverrnl Service, C(.'ocket No. 96-45, Order and Order on
t(econsideration, PCC 0'3-170, at 'I 14, (rel. July 14, 2003).


